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REPORT OF TIE MILITARY-ECONOMIC ADVISORY PANEL TO

Admiral Stansfield Turner
Director of Central Intelligence

Summary of Key Points

Since its inception in 1973 the Military-Economic
Advisory Panel has examined questions concerning the
adequacy, utility, and validity of CIA's and the Com-
munity's work on the Soviet economy as it relatcs to the
military power and potential of the USSR. Our early con-
cerns stressed questions of evidence, methodology, and
inter-office cooperation within CIA. Subscquently, at
the direction qf Director George Bush, the Panel expanded
its focus to the Intelligence Community as a whole and
broadened its outlook. '

Responses to Panel suggestions have, on the whole,
been positive and productive, particularly where we have
called for incremental efforts in familiar problem areas.
In other arcas, particularly those involving departures
from the analysts' experience or new organizational or
methodological emphases, the responses have not always
gone as far or as fast as we would have liked. We discuss
the specifics in the body of the paper, but there are a
few areas of continuing concern worth highlighting at the
outset.

The central concern remains the analytical research
base. With the new collection systems now available,
today's analyst has more detailed data from technical
sources at hand than ever before. But in the case of
economic and political analysis on the USSR the same num-
ber of analysts--or fewer-~are now working on this body
of data and arc spread more thinly over problems more
worldwide in scope than fifteen years ago. There are
several interrelated aspects of this problem:

--Human Capital: What are the personnel requirements
- Tor today's and tomorrow's specialized intelligence
analysis problems, and whose reponsibility is it
to develop this essential resource? Will suffi-
cient manpower resources be available to maintain

the necessary analytical capital stock? This
need should be studied with at least as much care
as the justifications and specifications for new
technical collection systems.
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--Basic Research and Interdisciplinary Analysis:
The attrition over time of basic research efforts
on the Soviet Union, both in and out of govern-
ment, has seriously weakened the evidentiary base
of political and cconomic analyses in particular,
and works against successful -integrated analyses
on longer term intelligence problems in general.

--Soviet Arca Focus: A workable organizational
solution to intcgrating specialized Soviet studies
has not yet been achieved., There is a wealth of
information available on purely military, techni-
cal, economic and political aspects of the USSR;
there is little effort to integrate this informa-
tion into more balanced assessments of Soviet
motives, plans, and capabilities. Ixcept in the
purely military and technical fields, senior
managers have had their attention and responsi-
bility spread too broadly.

--Collection Priority: The relative wealth of tech-
nical collection has overshadowed collection and
exploitation of human and documentary  sources--
particularly overt sources--with a diminution of
the particular perspective often available only
from those sources,

A final summary point concerns the question of intel-
ligence in the public arena, Here, the issue that must
be faced squarely is credibility. Departmental intelli-
gence is sometimes perceived by the White llouse, the public,
and Congress as policy-biased, and consequently viewed with
distrust. In the past, CIA has had less of a credibility
problem because CIA analysts werc less in the public eye.
. The issue now, however, is no longer one of "whether" to
expose CIA analyses more openly. That alternative scems to
be foreclosed. The question becomes one of determining the
forms and limits of exposure and of building the understand-
ing and skills needed for dealing with the intricacies of
public debate. Professional competence and objectivity must
- also be maintained. This will require a strong commitment
on the .part of the Director to be forthright when intelligence
does not fully support a favored policy of any one of the
consuming community.
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DISCUSSION

I. Introduction

1. This report first sets forth a brief Panel review
of its origins and activities during the four years of its
existence and summarizes the principal areas of inquiry
and suggestions made by the Pancl to former Directors and
their senior managers. Against this background, we then
review the responses-made by CIA and the Community to Panel
recommendations and comment on issues covercd by the Panel
on which progress has not gone as far or been as fast as
recommended. Finally, in the concluding section, we con-
sider some matiéers of continuing priority concern which in
our view are of sufficient importance to warrant the per-
sonal attention of the Director of Central Intelligence.
These include issues raised directly with the Panel by the
DCI in his May mecting with us.

2. The Pancl is aware that in preparing this report
it is doing so without full knowledge of ongoing planning
within the Intelligence Community on organizational changes
and intelligence priorities, and that some of our comments
may have already bcen overtaken by events.

II. Origins and Early Concerns of the Panel

- 3. Director Richard lielms took the first steps in
establishing the Panel in 1972, seeing it as an outside
body of specialists that would review and report to him
directly on CIA's work in military-economics, with parti-
cular reference to the USSR. The charge was to study the
utility of the work to intelligence consumers, 1ts adequacy
for policy support, and its validity both factually and as
a-method for understanding Soviet defense policies in rela-
tion to those of the US. The membership was sclected to
include experts in fields bearing on these questions.

4. Thus, the Panel is a group which by charter and com-
position has had a special interest in intelligence on the
USSR and in particular on issugs of military power and poten-
tial--including the political dynamics and economic and
technical resources that influence Soviet military programs.
Primary attention has been directed at CIA because of its
central Tole in this area and because of the DCI's direct

-

-3
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management authority and responsibility for CIA. Panel
findings and recommendations have been made in written
form at the Confidential or unclassified level, but
these have been augmented in detail orally at higher
classification levels.

5. Under Directors Schlesinger and Cplby the Panel
reported through the Deputy Director for Intelligence,
but at the urging of Deputy Seccrctary of Defense Robert
Ellsworth, Director George Bush authorized enlargement
of the Panel by two members nominated by the Department
of Defense and directed that it report to the DCI in his
Intelligence Community role. '

. 6. The fjrst Pancl report concluded--among other
things--that much of CIA's work was overly protected by
security classification. This, we felt, deprived CIA of
some potential advantages of review and acceptance (or
informed and helpful challenge) by outside specialists.
The Pancl believed there could be greater openness without
undue risk of exposure of sensitive sources and methods.
The report also found that important portions of the data
base on production rates and prices had been neglected for
too long and that the computational model used to generate
the cost matrix was inadequatcly documented with regard to
source of information. Finally, the Panel urged that the
data system be upgraded in terms of operational flexibility.

7. The report moted also that despite much effort by
CIA to communicate to the consumer the complexities and pit-
falls in the use of its various monetary mcasures of Soviet
military activity, the consumer too often remained confused
as to the meaning and limitations of the information and
consequently often suspicious of its validity. To meect this
challenge we suggested that more effort be made in style
and form of prescntation and that compl€mentary measures
of military resources should be tried. For example, one
persistent conceptual confusion led consumers often to re-
gard annual rcsource flows as an implied measure of power
relationships--which is a stock rather-than-a flow concept.
We recommended that CIA make a direct attack on this by
developing monetary measures of weapons inventories.

8. Perhaps theé most important of all, the first report
noted that there had been a marked decrcase over the past
ten years in the amount and quality of basic research on
the Soviet economy, and an attrition in the number of skilled
Soviet specialists available to work on the problem. We
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recommended more attention by senior managers to this
and greater collaboration between the Office of Economic
Research and Strategic Research., Although it was not
spelled out in detail in the written report, we orally

‘reported to the DDI and the Directors of OER and OSR that

the ruble price basc for military goods was still heavily
weighted by analysis and data of the late 1950s and early
1960s and thus badly out of date. We strongly recommended
greater exploitation of emigre rces and newer price
handbooks and more cmphasis by| icollec—

tion of price data.

9., While in its first report the Panel raised a
number of points critical of some of CIA's work, it also
recorded an overall favorable impression of the direct
costing methodology because of its closec ties to the
physical cvidence of deployed forces and because it was
the only method available that could yield data capable
of being aggregated in various ways for different analyti-
cal purposes. We also felt that the quality of work in
this area was, in general, both objective and professional.

10. Thus, in its first look at the problem, the Panel
perceived that therc was good work being done, but that
there werc a number of areas calling for management atten-
tion and improvement. While correctly recognizing that the
price base nceded some intensive work, we did not raise the
possibility that the ruble prices were as seriously out of
touch with Soviet "reality" as later became apparent. By
the time of the second report, the increased information
available and new analysis of ruble/dollar ratios, coupled

with the impact of the information]|

| had made a compelling case for a Sig-

nificant recalculation of ~the ruble estimates of Soviet

~military programs. CIA's forthrightness in reporting its

revaluations was clearly the responsible and professional
course of action, even though it brought some political

.storms on the heads of Agency. officials, caused disbelief

and criticism from some consumers, and led to a great deal
of distorted comment in the press. This experience drama-
tically confirms the Pancl's carly concerns regarding the
critical need to kcep a close eye on the basic research
and information base supporting current analyses, and "in
particular, the ruble-dollar ratios, due to the highly
sensitive role they play in the.Agency's costing approach.
CIA cannot afford to rely on ancient data in this area.

-5-
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I1T. Later Panel Concerns

11. The major themes of the first Panel report
recurred with varying degrees of emphasis in later Panel
discussions and reports., And as the Pancl became better
versed in the underlying data and methodology of CIA's
and the Community's work and morc exposed to the prevail-
ing concerns of consumers, subscquent reports became broader
in scope and in some instances moTe specific in suggesting
remedial action. In particular, during 1975 and 1976 the
Panel: . '

--Reported its serious CONCETN OVEY the reliability x
of estimatcs of Soviet RDTEE costs and the Com- !
munity's egencral understanding of the long run i
competition of the US and USSR in science and
technology. A separate report devoted entirely
to this subject suggested possible organizational
and analytical approaches to this subject.

--Stressed the nced to develop supplcmentary aggre-
gative approaches to measuring Soviet military
outlays through analysis of intcrnal Soviet
national incomec, budget, and industrial sector
data as a means of keeping the ruble estimates
based on direct costing calibrated against internal
Soviet accounts. These "alternative methodologies™
were scen as an important cross check on the direct
costing approach, which has obvious and serious pro-

“jection deficiencies.

--Recommended that CIA devote morec attention to
understanding Soviet price formation policics,
including the roles played by subsidies, new goods
pricing, and other dspects of pricing methods.

--Suggested that in addition to dollar/dollar com-
parisons of US and Soviet resources going to mili-
tary purposes, that ruble/ruble comparison also be

- added to help undecrstand and explain the importance
of index number distortions in such comparisons.
Further, it was suggestcd that these comparisons
always be published together.

--Suggested the neced to rcestablish a more direct
Soviet area focus with senior management to im-
prove integrated work on political, economic,
technical, and military analyses on the USSR..

-6~
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--Reemphasized its concern over the level of effort
on basic rescarch on Soviet policy priorities
and military and economic potential.

--Restated its call for comparisons of the monetary
value of major weapons inventories of the US and
USSR as a way of cmphasizing the importance of
cxisting stock levels.

IV. CIA and Community Recsponses to Panel Suggestions

12. Overall, we have been encouraged by the extent
of positive reaction to Pancl rccommendations, although,
of course, progress has not been uniform. Our recommenda -
tions have fallen into two fairly distinct categories:

--The first is a class of suggestions that call
for essentially incremental efforts where the
data problems and concepts are familiar and
analytical approaches well-developed.

--The second catcgory involves recommendations that
are more far-reaching and innovative, and there-
fore less familiar and more difficult and costly
to grapple with.

13. Tor the most part, progress has been more posi-
tive and productive when the Agency has moved against the
first class of problems--for incremental gains. For
example, the basic computational modcl for direct costing
has been significantly upgraded and 1s now operational.
More rigorous documentation of production and price metho-
dologies has been developed and is being machine-indexed
for better access and use~ Progress has occurred in the
collection and exploitation of Soviet economic data[::;:::]

Improvements
—Tave been madc inm communicating the meaning and limitations
on the usc of military-cconomic intelligence. The cumula-
tive effect of all such steps is, we believe, that the state
of health of the estimating process and its results 1is
improved.

25X1

~

14. 1In the case of the second class of suggestions--
the admittedly more difficult arcna of innovation and cross-
disciplinary analysis--the record is more spotty and pro-
gress slower than we had hoped. For example:

-7
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--The DDI responded to the Panel suggestions for
organizing for a morc comprehensive study of
Soviet science policy, rcsources, and potential
by creating an inter-office task forcc across
disciplinary lines, as we recommended. But at
the last Panecl meeting, when we were briefed on
progress, we senscd less forward movement than
we had expected. This is clearly a complex task,
with both data and mecthodological problems, but
it is critical for understanding the long term
US/USSR power relationship. We urge more
Dircctorate and Officc level management attention
in providing staffing and othcr support as well
as analytical guidance.

--Some atténtion has been given to developing
economic measures of forces-in-being and weapons
inventories as a new and valuable additional
dimension to assessments of the quantity and
quality of Soviet forces. Again, however, pro-
gress has been slower than we had hoped.

--The recent sharp upward revision in ruble esti-
mates of resources going into Soviet military
programs has brought into clear focus the need for
more attention to possible cross-checks or supple-
mentary methods. While direct costing does not
lend itself to projections, we believe there is
no satisfactory alternative to this method for pro-
viding a detailed, structured, economic profile of
Soviet military activities. Unless results of
direct costing can in some way be calibrated .
against internal Soviet economic data, however, the
potential exists for the direct-cost methodology
to go badly awry again as time passes. OER and
OSR must continuously update the data” and this
task must be given priority.

--A related problem is pricing policy. It would
be of great value to incrcase our. understanding
of the Soviet price formation system in the mili-
tary and civilian sectors, to determine true ruble
"prices, and to understand their significance in
Soviet decision processes. We must know more about
the roles played by subsidies, new goods pricing,
and other aspects of pricing methods. This will
contribute to a better understandlng of the "defense
byrden" issue.

-8-
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--Progress has bcen slow in completing ruble
valuations of US military outlays for ruble/
ruble comparison of US and Soviet programs.

This is a joint CIA/DoD problem and it could
require considerable effort, but the results
could go a long way towards establishing the
extent and naturc of the distortions that arc
inherent in the dollar/dollar comparisons stand-
ing alone.

15. In pointing to these shortfalls the Panel rcalizes
that the managers and analysts working on the problems have
not slighted them for lack of interest. The analyses called
for are among the morc intractable of. intelligencc issues
and the resources available to apply to them are limited.
For them to be tackled more cffectively there may be--in
addition to the application of more analysts--the need to
reconsider the appropriatcness of the present organizational
framework within which they arc being addressecd.

V. Looking to the Futurc

16. The points addressed in preceding sections are
persistent issues of intelligence methods that will as a
matter of course requirec regular attention., Matters of
data reliability, research emphasis, collection priorities,
and reporting media are the stuff of day-to-day management
of the intelligence process. 'We believe that periodic
reviews that include some participation by outside
specialists, in whatever form the DCI eleccts to use, will
continue to be useful in scarching out arecas of possible
neglect within this largely technical analytical framework.
Such an oversight role by external audit aids both the
analyst and manager. ~o T '

17. Beyond those.issucs of detail there are also
some more fundamental questions relating to intelligence
planning priorities and organization and the proper role
of intelligence in influencing and supporting riational
policy. This final section of the report will be devoted
-to several such broad issues--including some that were
raised by the DCI at his mecting with the Panel earlier
this year. ‘ '
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18, EFarlier in the paper refcrence was made to the
special interests of the Panel in the study of the USSR
and its military posture. We think this emphasis wholly
appropriate: the USSR is in scrious, long-range, and
worldwide competition with the US, with a degree of dedi-
cation and a level of resources at hand not even closely
matched in any other present or potential power center
hostile to US interests. And while candor calls on us to
recognize that our rccommendations for more attention to
the USSR may be viewed as sub-optimal from the broader per-
spective of the DCI,-we can only point to the anomaly that
as the USSR has become stronger over the past ten to
fifteen years, the efforts devoted to examination of some
important aspects of Soviet policics and resources have been
considerably reduced. Our review suggests that there is
now--with regard to the USSR--a serious question of balance
in the organization of intelligence and its use of resources.
It is within this context of emphasis on Soviet matters that
we raise and comment on a number of resources and organiza-
tional issues that have broad implications for policy at
senior levels of the Agency and the Community.¥®

Analytical Resources

19. The basic stock of analytical talent with broad
Soviet area training and experience is alrcady low, and
is likely to become alarmingly depleted by retirements over
the next few years. This is so within the US Government
generally, but can become particularly acute within the
Intelligence Community. The strong cohort of Soviet arca
specialists, many with multi-disciplinary backgrounds,
that was built up in the 1950s was made possible because
of a substantial level of Government sponsored rescarch at
universities and research institutions, a high degrec of
student intercst in Russidh studies in the carly post
World War II years, and a strong demand pull stemming from
employment opportunities in the field.

®The dmportance of military-economic intelligence. to US
national interests extends, of course, well beyond the

vealm of Soviet activity, and determination of the proper
balance of resources to devote to this subject in its '
broadest terms would require ecxtending the type of overviews
we have undertaken on the USSR to other nations or spheres
of influence to evaluate relative priorities.

-10-
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20. Thesc nourishing factors began to diminish
during the 1960s, with the result that at the more junior
ranks there are somec scrious gaps appearing in analytical
breadth and depth. By this we mean not only that the
number of analysts with a background in Soviet studies 1is
low, but also that among those available, many are over-
specialized by discipline and have not the breadth of
training and experience to cnable them to analyze
effectively problems involving multi-disciplinaxry aspects
of Soviet actions and motivations.

21. The full extent of this problem and its poten-
tial severity in the light of future needs has not been
sufficiently studied. We urge that such a study be under-
taken because the gestation period for fully functioning
experienced talent is long and the pipeline from the
universities may not be adequatc to mcet the nceds.

Soviet Area Research: In-Depth Analysis

22. The shortcomings we sec in this area are of
coursc related to the problem outlined above, although
causc and effect are not too clear. What scems at first
glance to be at the heart of the difficulty the Community
experiences in bringing all data and disciplines to bear
on problems such as Soviet science policy, practices, and
resources, or on projections of Sovict military forces and
analysis of military goals--to note just two important
examples--is the shortage of human capital mentioned above.
Yet it can be cqually argued that the demands placed on
the Community--particularly CIA--to expand its substantive
coverage of worldwide problems have led to a gradual reduc-
tion in the level of e¢ffort on the USSR and a shift from
basic research to concentration of short term policy support.
‘This has, over time, reduced the incentives to recruit and
train people with the very talents now needed. It must also
be acknowledged that the Community 1s not easily induced to
éngage in interdisciplinary studies and cannot readily
accommodate to the kind of matrix organization required.

23. In any event, the Panel sees the research base
necessary to accomplish serious and highly professional
analysis of long term Soviet competition with the US as
being in nced of study and attention. This is particularly
truc if the DCI wants to upgradec the Community's ability to
combine economic, military, technical, and political infor-
mation into more balanced assessments of Soviet motives,

plans, and capabilities.
_11_
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Soviet Area Focus

24, One method of attacking both the above issues
might be to consider ways of crcating a stronger Soviet
area focus than now cxists at senior management levels
in CIA. The present situation is somewhat unbalanced,

In the case of military, scientific, and technical intel-
ligence (OSR, 0SI, OWI), the Officc Directors are Soviet-
oriented in the major part of thelr management attentioun
and in their priorities. This is not true at the Office
levels for economic or political intelligence (OER and
ORPA) however, where' the management attention, incentives,
and priorities are sprcad over many pressing problems
worldwide in scope.

25. Comptomisc arrangements such as task forces,
short term transfers, etc., are possible, but this approach
tends to be best-suited to meet short term problems rather
than some of the longer term problems of recruitment, train-
ing, and basic research planning and cxecution. The Panel
is unanimous on the nced to strengthen senior management
attention on Soviet matters but is open to various approaches
to how to accomplish this.

26. One option might be to combine those clements of
OER and ORPA that arc devoted to Soviet matters into an
Office of Soviet Studics and to form a management planning
board for intelligence on the USSR consisting of the
Directors of that office, OSR, 0SI, and OWI,

The Director's Questions

27. At the May meeting the DCI sct three questions
for the Panel to consider and report on when it next met
with him in August. In the next few paragraphs we offer
brief preliminary views on these points, based on some
joint discussions we had in May. But at that meeting we
agreed to give more individual thought to them during the
summer, and to provide the main substancc of our views
orally to the DCI when he met with us in August. The three
“issues the Director raised were:

--The Priority of Bconomic Intelligence

--Collection Priority with Regard to Overt Sources
of Information _

-12-
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--The Proper Role of Intelligence in the Public
Arena

F

The Priority of Economic Intelligence

28. The theme that cconomic intelligence on the
USSR--to which we added political intelligence as well--
has suffered from low priority runs throughout earlier
scctions of this paper. The DCI's question, however, was
related not just to intelligence on the USSR, but also

¥

29. Looked at from this broader perspective it is
cvident that cconomic and political intelligence generally
sharcs a lesscr priority, both in collection and analysis,
compared with morc purely military and technical intelli-
gence, The high costs and admittedly high productivity of
fechnical collection systems and exploitation of their data
has weighted the balance to a substantial degree, because
these systems contribute far less to economic and political
analysis than to military and technical issues, yet take a
very large share of all collection resources. This leaves
less for collecction of human and documentary source material,
which is particularly important for economic and political
intelligence. Also, as the focus of US intelligence has
become morec intensc on non-Soviet matters without a commen-
surate increasc in analytical staff, a compromisc was effected
that left analysis of both Soviet and other world problems
inadequately supported. '

30. The question of balanced prioritics in these
matters, and organizational forms for conducgting economic

.and political intelligence analysis is one which deserves

far more weight and attention than the Panel has been able
to give it in full session. We fecel that there is a nced
for an all-encompassing '"zero-bascd'" intelligence priorities
study. Altliough Panel members have not studied PRM-11, we

take it from brief press references that it does cover many

-or all of the issucs we have raised, and we are hesitant to

add our voice except on mattcers with which we have had direct

experience, either individually or collectively. In ohe
such area we provide an Appendix (Appendix 1) on economic
intelligence preparcd by one member,] |for the 25X1

Murphy Commission. The Pancl gencrally supports the views
in that paper.

-13-
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Collection Priorities

31. As noted above, the issues of collection and
analytical priorities are inseparable at the level of
discussion in this rcport. Most of our previous suggestions
for increasing the quality and quantity of analytical effort
on Soviet economic and political problems assumes some
increcase in collection priorities for human and documentary
source materials--both overt and covert. Such collection
is relatively inexpensive compared to the morc technical
means, but the analytical resources must be available to
take advantage of it. 25X 1

The Role of Intelligence in the Public Arena

33, In January 1976, we rcported:

"The Panel is keenly aware of the changing
environment in which the Agcency must now
function. . . . The Panel supports this
increascd openness: indecd it was called
for in its First Report. At the same time,

-1 4-
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the Panel is also awarc of the potential
pitfalls inherent in this change. If it

does not mark the beginning of the Agency's
full participation in thc public debate
regarding national sccurity issues, 1t

surely marks the end of its ability to sclect
when and how it will participate in the debate.
The public arena differs in basit ways from

the intcragency arena in which the Agency has
traditionally functioned. If it is to continue
to provide objective analysis of the highest
quality, its analysis and analysts must be
protected from the obvious political pressures
that increased participation in the public arena
will bring. Both must continue to focus on
what®s right rather than who's right. . ."

34, That passage places central emphasis on the issues
of quality of analysis and freedom to conduct objective
analysis and reporting--cssential ingredients to maintaining
credibility in the eyes of the public and the press. Just
as White House officials and Congress sometimes mistrust
departmental intelligence analysis because they all too often
are surfaced only when they support departmental positions,
so will the public perceive CIA and Community-wide analyses
if they are perceived to be a method for influencing partisan
debates in support of Administration positions.

35. An important consideration of credibility, we
think, lies in the context in which intelligence is re-
leased. One context is when the subject matter and methods
deal with substantive issucs which are of continuing broad
interest and are under the regular scholarly scrutiny of
specialists both in and out of government. The gencral
status of the Soviect econqny is.an example. In such cases
a policy of making available on a regular basis the methods
~and results of intelligence analysis--within reasonable con-
straints of security--will contribute to a better informed
public understanding and will foster a healthy intellectual
interchange. among government and non-Government rescarchers.

36. The othcer important context concerns issues of
the moment: issucs that because of immediate and pressing

policy considerations rcquirc special intelligencc assess-
ments that are highly focused on specific policy decision

-15-
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criteria, but where a public interest is also served

by rclease of the results of analysis. The CIA encrgy
paper is an example. In such cases.we think the credi-
bility of the intelligence analysis will be best scrved
if releasec is not scen as a unilateral Intelligence Com-
munity or CIA action, and not always at the initiative
of the Administration, but as a recsponse to the urgings
of either the Administration or the Congress for release
of findings felt to bear importantly on a currcnt issue.

37. Another important consideration is how new
intclligence is presented and how it is recleased. Tor
example, CIA's rccent doubling of its ruble estimates of
Soviet defense expenditures was the result primarily of
revisions in its ruble-dollar ratios, rather than any
significant changes in its estimates of the quality or
quantity of Soviet forces. Yet, for whatever reasons,
this fundamental point has been lost in mecdia reports.

38. There are many additional considerations con-
cerning the forms and limitations of open use of intelli-

gence that the Panel members individually have been giving

some thought to, and we think it best to provide these to
the DCI as individuals at the August mecting.

VI. CIA Dollar Costing of Soviet Defensc

39. Therc is one final question that the Pancl has
been asked to address--a question raised both by the NIO

for Economics and the Dircctor of Strategic Rescarch. This
is the question of the value and meaning of dollar measurcs,

which can be subdivided into four sub-issues:

--Is dollar costing a nccessary prerequisite to
estimating the ruble value of Soviet defense?

--Is there an independent intcrest and validity
to dollar values of Soviect defense?

--Should dollar comparison of Soviet and US defense
spending be published?

--If so, what changes in publication content should
be introduced to reducc confusion and make the
estimates more useful?

-16-
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40. There is no short way to address these
issues, and we have choscn to place a longer paper
prepared by Panel member at Appendix 2.
With the exception of one point Im the paper--which
is appropriatecly noted in the text--all Panel members
support the conclusions and recommendations it contains,

25X1A
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January 1970

Intellicence and

w

SUMMARY

1. Economic intelligence has grown in impor-
tance over the past five years.

1I. The consumer is not interested in the sources
of economic information apd therefore analysis
must be based on facts derived from botli intelli-
gence and otlier sources.

III. Competition in analysis is desirable, and its
costs arc slight. The need to protect sensitive intel-
ligence sources may on occasion himit the effective-
ness of this. competmon between intelligence and
other agencies.

1V. White House consumers often mistrust de-
partmental analysis, but they appreciate the objec-
tvity and responsiveness of the intelligence com-
munity and the quality of its work.

V. The central organizational question is
whether the economic analytical resources of the
CIA should be retained or whether their function
should be transferred elscwhere. Five options for
locating these resources, if transfer is favored, are
(1) a new intelligence community organ; (2) a new
agency outside the intelligence community; (3) a
quasi-governmental think-tank; (4) an existing de-
partment; and (5) some other existing agency, such
as the Federal Reserve Board. The conclugion
reached is that none of these five options is superior
to the prescent organization, Nevertheless, it would
be desirable to create an analytical think-tank and
to strengthen existing analytical stafls w Inlc retain-
ing the CIA economic stalf.

VI. The consumer has a vital role in economic
intelligence and analysis. A committee of consum-
ers for discharging that role should be maintained.

V1I. Lconomic issues are different from national
security issues and hence diflerent working meth-
ods are appropriate and could improve the quality
of analysis. In particular, more interchange be-
tween analysts in the intelligence and other agen-
cies would be highly desirable. Several other
recommendations are offered in the text.

I. The Growing Impertance of Economic
inteliigence.

Economic intelligence has grown in importiance
over the last five years. This growth is not a fad. It
derives from the change in the nature of the pulicy
issues of central concern to the President and his
principal advisors.

Until five years ago forcxgn cconomic pohm pro-
vided a relatively known environment against which
primary national sccurity issues could be ad-
dressed. Economics was, in the foreign sphere, a
constant against which the important political and
military variables could be studied. Consequently,
despite important trade and aid issues, economic
intelligence was mainly concerned with the Soviet
and Chinese economies and was a handmaiden of
national security mtclhgcnce

Today the nation’s agenda of foreign issues is
different. Foreign economic policy has reached cen-
ter stage. There are few constants in foreign policy,
least of all the economic questions where we con-
front a set of issues hardly imaginable five years
ago. Beginning in 1971 the monetary rules
changed, and international negotiations on cx-
change rates, exchange market intervention and the

~like became important to the United States and of

direct concern to the President. Today these mone-
tary issucs find an entirely new framework charac-
terized by what is called the pclrodollar problem,
The. forthcoming trade negotiations, while not
more important than the Kennedy Round,
nonetheless more likely to be entangled in political
matters. And overshadowing more traditional eco-
nomic concerns for the past year has been the ques-
tion of access to resources. The oil problem is inthe
forefront, but we cannot be certain that we will not
face similar challenges in other raw materials.
These newer problems have vastly broadened the
number of countries with which cconomic intelli-
gence must be concerned. For example, an effort to
understand the policies and intentions of the major
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ccononic intelhigence must be focused upon inten-
tions, and not merely upon capabilitics, economic
intelligence must enter a sphere of inquiry where
intelligence analysts have been tradidonally cau-
tious in the security and military ficlds,

Not only have the past five years brought cco-
nomic issues to the fore, but the difficulties of eco-
noic ime]ligvncc analysis have been compounded
by the interconnections between cconomic, politi-

cal, and military questions. The Middle East o1l pro-

ducers provide an example. An attempt to under-
stand the present, much less prepare for future
contingencices, purely through economic dnalysw
would obviously be useless. Political considerations
shape many Arab cconomic measures. The military
buildup financed with forcign exchange carnings
from oil is a powerful factor in estimating l[uture
behavior, These political and military factors grow
out of the complex history of the Middle Lastern
peoples and cannot be understood by economic
analvsts'working alone,

if. Economic Information vs. Economic
Intelligence.

Although this paper is concerned with ccohomic
intelligence, that topic cannot be properly ad-
dressed without recognizing one central fact: the
consumer is interested in informadon, not intelli-
gence as such. Except as a matter of occasional

~ curiosity, the consumer has no interest in the source

of information. It makes no difference to him
whether the source of a fact is a publication, diplo-
matic reporting, or intelligence opérations. What
he does need is the lacts, the analysis, and the un-
derst'\ndingr of problems or cvents that will often
require a blend of all three kinds of information.
The fact that information derived from intelli-
gence sources can often make a major contribution
to an overall understanding of a problem or gvent
must condition attitudes toward the comparative
advantage of various agencies in analysis. Because
o the experience rcqmrcd to evaluate an isolated
piece of information derived from intelligence

sources, there may be occasions when the blending:

job is best done by the CIA. How often this will be
the case is impossible to say. But one cannot be
certain that an organizational solution which in-
volved using the intelligence community solely for
intelligence collection and daily intelligence pro-
duction, leaving to other agencies of government
the analytiical job, might not result in an infervior
product in some areas. The risk of such a result
would be highest where cconomic and security is-
sues intertwine, as they do for example in oil ques-
tions,
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Perhups the greatest organizational shortcoming
in the intelligence communty is the failure to ap-
preciate the value of competition in analysis. No
doubt intelligence collection must be highly orga-
nized, and competition in collection 1s waste ful if
not in fact dangerous. But the .malytlml task 1s an .
intellectual task. A monopoly in anvone’s hands of
an analytical task leads to mediocrity.

But just as there is no reason to give the intelli-
gence community, or any part of it, a monopaly
over particular amlyucal tasks, so too competition
from the analytical resources of the intelligence
community is a good thing for the other agencies of
govermnent. To take a single example, analysis by
the CIA of forcign agricultural conditions, particu-
Jarly in the Sovict Union, stimulated the Depart-
ment of Agriculture to do a better job during the
period when export controls were a central policy
issuc in 1973,

A central recommendation must therefore be to
avoid the normal tendency in discussions of gov-
crnment organization. That tendency is to decide
what group is best equipped to do a particular task
and then to assign that task to that group alone,
Where analysis of cconomic conditions and events
is concerned, we want as many groups to be en-
gaged as can make a contribution exceeding the
costs of the analvtical resources involved. .

Analysis is inexpénsive, and hence the costs of
competition are slight. Within the intelligence com-
munity, outlays for collection dwarf those for analy-
sis, Within the departments, analytical staffs,
though growing, are still modest in size. We have
not yet reached the point where we need to worrv
about wasting money on analysis.

In the preceding section I suggested that because
of its superior ability to cvaluate isolated facts
derived [rom intelligence sources, the mntelligence
community might have a comparative advantage for
certain (m.llynml tasks. The way to find out how
important that comparative advantage is would be
to encourage competition in analysis of particular
problems between the intelligence community and
other Government agencics.

Nevertheless, the problem of compromising in-
telligence sources limits the cffectiveness of this
compectition where sensitive intelligence sources
are involved. The intelligence community will be
undcr;lmuldbly reluctant to take any chances by
Lmnsmlmng raw, unevaluated mtclhgencc to other
agencies. This is a particular problem because the
amalytical stafls of the domestic agencies (such as
Treasury, Commerce, Agriculture, etc.) have little
sensitivity to intelligence problems and may not
always carcfully follow procedures for safeguarding
intelligence information. Nor should analysts for
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guence is that one must hive with the fact that somne
kinds of relevant facts will not be available to the
domestic agencies in the preparation of their
analytical work. Butimperfect competition is better
than no competition at all. And the amount of this
withholding of facts can be kept to a minor, and
probably insignificant, amount by improved liaison
procedures between the domestic agencies and the
intelligence community. The development within
the past two years of the intelligence stafl within the
Treasury may point the way to the solution of these
kinds of problems.

IV. Analysis for the Executive Offlce of
the President.

If competition is desirable, it will nonctheless be
truc that cach agency will tend to rely most heavily
on its own analysts. But th&re is one part of the
Government that does not have its own analytical

-stafl'and that for reasons to be discussed later prob-

ably should not have its own analytical stafl. That is
the xecytive Oflice of the President, including the
Coundil pn International Yconomic Policy (CIED),
the Office of the Spccial Representative for Trade
Negotiations (STR), the National Sccurity Council
(NSC), and, on some issues, the Oflice of Manage-
ment and Budget (OMB). (These Executive Oflice
agenciestwill be collectively referred to hercafter as
the White House))

Wihite Housc officials tend to distrust dcpqnmcnm .

tal analyses. ‘They have lcarned through experience
that such analyses tend to support the policy posi-
tions of the department. Since any international
economic issue that is likely to command the ongo-
ing interest of the White House will involve a difler-
ence of policy view among a number of depart-
ments, this distrust is serious. ,

‘In some cascs the distrust is quite Justified. Exam-
ples of slanted analysis, consciously calculatéd o
support a departmemntal position, may be rare
(though one can never be sure how rare). [tis more

likely, that departmental analysis that conflicts with
departmental policy will not reach the White |

Housc: But by far the most common factor engen-
dering this distrust of departmental analysis 1s that
the long-standing interests and concerns of a par-
ticular department will autematically shape the de-
sign of a rescarch cffort and the inputs to it
White House officials conscqucntly tend to place
high value on analysis coming from the intelligence
community. To them it has an objectivity that they
do not expect from the departments. True objec-

U\M)’ I3 11 VUL FLALURIN L LUy JHI[7ar00sisin g saaess
hence it may often be that White House oflicials
ive the unarticulated assump-

C'Aﬁbﬁﬁé‘aﬂ‘éﬁ WHQQ(%%QQQ%AM% the prod-

uct of the intelligence community (perhaps because
that product is not accompanied by policy recom-
mendations). Nonctheless, the intelligence com-
munity’s work does cnjoy a reputation for objec-
tivity that means it will be read by White House
officials when departmental studies will not be. In
thesecircumstances any organizational change that
had the effect of reducing the flow of analysis from
the intelligence community to the White House
would be a selfinflicted wound that could not be
compensated for by the expansion of departmental
analylic:ll capaciues,

Paralleling the reputation for objectivity is the
responsiveness of the nucl]lgcncc community to
White House requests for information and .nml)sts
Because White House interest is usually tied to im-
pending policy decisions and since such decisions
usually involve dilterences of, opinion among at
least two departments, the White Iiousc may not be
able to rely upon one of the contending depart-
ments for pro'mpt work on specific points. It is an
unfortunate reality that in the struggle for control
of policy, departments are wont to use control of
information as a tool. Hence, the responsiveness of
the intelligence community to requests for specific
pieces of analytical work is highly valued.

Aside from objectivity and responsivencss, the
quality of CIA analytical work is also valued by
White Fouse consumers. It is well known that'the

- stafl of cconomists in the CIA is at Jeast equal to the

stalf of any of the departments.

’

V. The Location of the Government's
Analytical Resources.

‘Where should the resources for the interpreta-
tion of cconomic intelligence and other economic
information be located within the Government?
“Thus far three pxoposmom have been set forth that
bear on this question. The first, which is Jargely
implicit, is that every policy department will want its
own analytical staffs and this desire should be sup-
poncd not resisted. The second is that compcu—
tion is a good thing in cconomic analysis as in eco-
nomic activity. Analysis is cheap compaxcd to
intelligence collection and most other relevant vari-
ables, such as statistics collections. Attempts to al-
locate analytical jobs from the top of Government
are counterproductive. The third proposition is
that the White House often mistrusts, partly for
good recason, the analytical work of the policy agen-
cies,

If thesc three propositions are accepted, then the

. .. 305




S ' . CPYRGHT . S 3

organizativnalApproved ForRglelsd 2008120
the cconomic analytical resources of the CIA
should be retained {(or indeed expanded) or, on the
other hand, whether this fimetion should be trans-
ferred 10 some new or existing institution.,

The grounds for retaining the CIA saff'are com-

pelling. In the first place the stafl exists. Anditis of

high quality. Institutions arc not built in a day. Just
as one cannot buildia great university or rescarch
institute from scratch in a few years, so oo one
cannot be sure that a new governmental analytical
organization could be created that would be the
cqual of the CIA's cconomic stafl. The orguniza-
tional planner’s penchant for moving boxes around
may produce results when one sceks better coordi-
nation or better policy implementation butis down-
right dangerous when oncis dealing with intellec-
tual tasks. _

If the decision is nevertheless made to shift the
analytical responsibility from the CEA (cither as a
result of a judgment on the meiits of the question

or as part of a major restrucfuring of the intelli-

gence community resulting from the current public
debate over the CIA), then a number of possibilities
present themselves. First, a new intelligence com-
munity organ could be created, separate and dis-
tnct from agencies with a collection responsibility.
Sccond, a new analytical ageney outside the intelh-
gence community could be ercated. Third, as a vari-
ant of the sccoud, a quasi-govermnmental think-tank

~could be created for long-term analytical cfforts,

leaving day-to-day fact collection and intelligence
production to existing agencics. Fourth, an existing
department could be tasked with the job of provid-
ing analytical support for the Government m gen-
cral and the White House in particular, The prime

“candidates for such a function would appear to be

the State and Treasury Departments. Vifth, some
other agency could be chosen for the analytical
task. The Federal Reserve Board, with its externrsive
cconomic stafl and legal independence, would be

- the major candidate. In the rest of this section of

the paper, these five alternatives will be evaluated.

1. A4 New Intelligence Community Organ. Should a
new intelligence community organ, separate and
distinct from collection agencies, be created to re-
place the CIA cconomic stall? An argument could
Le made that such a “separation of powers” within
the intelligence community would be desirable. It
miight be thought that such a separation would help
to saleguard the citizen's liberties by diffusing the

-power of the intelligence community. Or it might

be thought that such a separation would prevent
the collectors from dominating the analysts.

On reflection, such an organizational change
would be undesirable. In the first place, the intelli-
gence community is already too fragmented. To
scparate analysts from collectors further would be

v

306

. ClA;RDP&mUOQWWF??M@&‘UﬂbZ‘-ﬁ“’ to make col-
scil,

lection an end in it collection’is to be relevant
and cost-eflective, feedback from analysts to collec-
tors should be strengthened, not weakened, And in
the sccond place, the destruction of an existing,
first-class analytical stafl within the CIA in order o
create a new institution does not seem wise. ‘The
result would likely be a move toward mediocrity. Of
course, as would probably be the result in fact, the
CIA stalT could sitnply be moved en masse o a new
organization. Butil all that is involved is this kind
of box-shuflling, it is diflicult to sce what would be
accomplished. Carcer patterns would be distorted,
and it is not clear that recruitment of new talent
would be improved. One may conclude that this

first option has little to commend it.

9. A New dnalytical Agency. The sccond option dif-
fers from the first insofar as the new analytical
agency would be outside the intelligence commu-
nity. Presumably the major additional advantage

“would be that the new agency would be more open

to the public, less parochial, and perhaps more able
to recruit talent, particularly in-and-out experts
from universitics and {rom business. The location
of such an agency within the Government would
naturally be a question. The principal consumers
would probably be within the Exccutive Office of
the President, and hence the Executive Ofhce
would be a natural candidate for housing such an
institution. An objection would naturally be raised
that the Exccutive Office is too large, and such a
new institution would tend to duminish the inpor-
tance of the departments in cconomic policy mik-
ing. Awore weighty disadvantage is the one alrcady
mentioned in connection with the first option—
namely, that it would be diflicult to create a first-
class new analytical shop from scratch. Meanwhile,
the existing resources of the CIA would be dis-
sipated. - ' ‘

8, A New Think-Tank. A variant of the second op-
tion is Lo create the new agency in a quasi-govern-
mental institution. The Rand Corporation is a

prototype that will convey to most people what-

would be involved. Such a think-tank would neces-
sarily be involved in long-range, “big picture” anal-
ysis. Indeed, that would be its strength. A certain
distance from the pressures of day-to-day issucs
may lead to greater objectivity and thoroughness in
analysis. Morcover, such a think-tank could perhaps
use. experts from outside the government more,
effectively than could governmental agencics, par-
ticularly intelligence agencies. On the other hand,
it is not clear that onc can successfully separate the
long-term analytical job from the day-to-day

analytical job. In any case, top-level consumers will -

be primarily interested in short, specific pieces of
analysis that are hand-tailored to immediate policy

issucs. ‘The objectivity of the CIA could be du-

~ «
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to policy officials. The work ol such a think-tank
might provide important background studies and
certainly would be helpful to analysts doing the
short-term, more directed analytical jobs. But such
a think-tank could not effecuively replace the CIA
cconomic stafl, even assuming a stafl of equal
competence could be assembled. Morcover, such a
think-tank staff would have a harder time obtaining
access to sensitive information collected by the in-
telligence community than would a regular govern-
mental institution. The conclusion one is driven to
~is that a think-tank for international cconomic anal-
ysis would be a uscful msttution to supplement
existing capabilities but that it could not substitute
for analytical work within the Government.

4. Tasking an Existing Department. The analytical
work of the CIA could be taken over by an existing
department. Most people would place this respon-
sibility within the State Department. Those who
view foreign economic policy as more a branch of
cconomic policy than of forcign policy would no
doubt resist such a transfer and would be more
likely to choose another department, probably the
Treastury. Tlowever one resolved that issue, it is
unlikely that White House consumers would be sat-
isficd with cither alternative. The very reasons why
they mistrust deparunental analysis and appreciate
the responsiveness of the ClA today would lead
them to be unsatisfied with this option. In short, a
major improvement of State and Treasury analyti-
cal capacitics would be highly desirable but would

not substitute for the advantages ol the CIA cco-

nomic analytical staff.

. Reliance on the Federal Reserve Board. An answer
to thc argument against location of the economic
dndl)llcal function in State or Treasury might be
found in selection of another agency which did not
have major policy responsibilitics. The Federal
Reserve Board would be the nawral candidate. It
already has an excellent, and some would say
underutilized, economic staff. The Fed has inde-
pendence, both by statute and by the temperament
of its staff,

- Although greater use of the Fed’s stafl would no
doubt be desirable, there are several considerations
that give once pause. In the first place, it is not quite
true that the Fed does not have policy responsibili-
ties. Although the Fed subordinates itself to the
Treasury (and to State) when internadonal negotia-
tions are involved, it has operational responsibili-
tics in international monctary markets. and main-
tains close relations with foreign central banks, Its
top officials have strong policy views extending to
the full range of cconomic policy issues. Its Chair-
man is a major protagonist in cconomic policy de-
bates, both in public discussion and within the Ex-
ecutive Branch. Therefore, although the Fed
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mdependent from the Executive Branch and from
the White House, it might nevertheless fail to
achieve a reputation for objectivity where policy
decisions turned on analysis, Morcover, its very tii-
dependence could make it less responsive to the
day-to-day needs of White House consumers. And
there is the same question raised above as to
whether the Fed stafl could achicve ready access to
intellipence derived from sensitive sources. Finally,
it must be recognized that the Fed's stall’ would
have to be considerably broadened, if not neces-
sarily expanded, if it were to take on such a task. Its
cconomic analytical capacities are directed toward
financial questions, and it would no doubt have to
recruit the area specialists, political analysts and
other non-financial experts who are now an integral
part of the CIA’s analytical team.

6. Conclusion. By way of peneral conclusion, one
can therefore say that cach of the options would
have certamn advantages. But none could ncces-
sarily provide an ddcq\mt( substitute for what we
alrcady have. Morcover, these advantages that
would flow from upgrading the quality of analytical
resources throughout the Government can and
should be achieved independently of what happens
to the CTA. Again, competition in analysis is a prin-
ciple that could improve policy decisions. The bet-
ter cach of the analytical stafls is, the more effective
will be this competition.

V1. The Consumer Role in Economic
Intelligence and Analysis.

Over the past few years the role of the consumer
—policy officials who rely on economic intelligence
—~has gained incrcasing attention within the Gov-
ermment. So far as departmental analysis is con-
cerned, each department s best able to solve 1ts
own organizational problems. The problems faced
by INR within the State Department are quite dif-
ferent from those facdd by OASTA within the Treas-
wry Department. Generalization is not only ditheult
but probably not worth the effort here.

The relation of the consumer, particularly the

White Iouse consumer, to the intclligcncc cominu-
nity is a nore important question for present pur-
poses. This relation is ¢rucial because economic
intelligence is not an end in itself. But the melli-
gence community is so large and its procedurces so
specialized that it is quite capable of grinding out a
product that no one reads, Without teedback from
consumecrs about the trend of policy interests, the
prionity of analytical tasks, and the format of publi-
cations, the inlclligcncc community cannot do an
effective, responsive job.

One solution to this pxoblcm was the creation
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Board, a group composed of economic intelligence
conswmers within the White House, State, Treas-
ury, and Commerce. These consumers, who were

just below the top level of policy oflicials, were cho-

sen for their cdloseness to the concerns of Cabinet-
level officials and their familiarity with the intelh-
gence community. 'The RARs significance lay more
in the availability of the individuals who composed
the Board than in the Board as a collegial body, The
Board, as a group,. was available for advice on re-
quirements and on priorities, but it was recognized
thatin the end ()nly intelligence community profes-
stonals could draft requirements,

But the existence of a group of rdauvcly high-
level consuniers who were sensitive to the problems
of the intelligence community andwho niade them-
sclves available for individual consultation was the
chiefbenchit of the RAB. These individual consulta-
tions were the primary mcans by which the all-
important feedback to the community on the rele-
vance and uulity of its product occmrred. Tt was also
the mechanisim by which the intelligence commu-
nity gained carly warning as to changes in the direc-
tion of top-level economic policy concerns.

Such an ‘imtimate rclation between consumers
and the intelligence community must be constantly
recreated, particularly as new officials replace their
predecessors, and the RAB is in fact being trans-
muted into a new organization. But this kind of
consumet-producer relationship is crucial to the
improvement  of  economic intelligence, even
though it cannot be created by purely organiza-
tional measures. ¥or present purposes it is sufli-
cienl to recommend that a commitlee of consumers
be maintained to advise the mtclhgcnce community
on cconomi¢ intelligence,

.\!H Improvements in the Quahty of

Analysis. | N

Because of the relative novclty of the interest in
cconomic intelligence analysis, itis perhapsincvita-
ble that habits carried over from the national
sccurity sphere should dominate the way in which
the intelligence conununity operates. The penchant
for secrecy on the part of that community, coupled
with the jealousness of the domestic (lcpixtm(*ms
to prevent a {ree interchange of infor-
mation and analytical product between these two
spheres of the government. Both have suffered in
the process,

The fact is that for most quesuons information
derived from intelligence sources is only a small,
however important; part of the body of information
from which analytical conclusions must be drawn.
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and departmental analysts should not freely share
their rescarch papers and meet regularly to discuss
their methodology, their information, and thei
conclusions. Competition does not imply separate-
ness, On the contrary, just as openness among
scientists leads to scientilic progress, so openness
among analysts impm\'cs the quality of everyone's:
product.

The degree of openness achleved is partly a
question of temperament but it is also shaped by
depattmental and CIA policies. Tt was not so long
ago that some departments refused to make their
analytical papers available to the CIA. And the
clearance procedure has been known to place un-
warranted restrictions on the circulation of CIA
publications to departments other than the State
Pepartment.

Beyond this freer interchange of work product,
some changes in the style of intelligence commu-
nity papers would improve the comprehensibility
and uscfulness of that product to policy officials.
For example, dissenting views should not be sup-
pressed. 1f there are two views on a matter among
analysts, that very fact is extremely iimportant for
policy officials. In military matters it may be essen-
tial to have a single agreed view of the military
cap(\blhtxc of a particular country, but cconomic
policy is a diflerent matter. An analysis produc ed by
a committee that papuud over its differences to
achicve a compromise view is much less useful than
a clear expression of two opposed views of a contro-
versial subject. For the same reason, it is frequently

‘uscful to allow analvsts to make herctical views’

known to policy oflicials, so long as the policy ofli-
cials also know what the majority view is.

However useful a sensc of the dillerence of
analytical views may be to policy officials, it '1s
crucial 1o exchanges between analysts in different
agencics, For this rcason one of the most wel-
come innovations is the growing practice of iden-
tifying the analyst for the reader so that he can,
by picking -up the telephone, start a dialoguc
with the analyst. ’

Other techniques to improve the quality of inter-
change can be borrowed from the scientific and
university worlds. For example, the use of quantita-
tive methods in Government economic analysis has
lagged well behind the private sector. The use of
workshops involving quantitative analysts from diff-
erent agencies may provide a method for improve-
ment, Similarly, exchange and publicaton of pa-
pers on methodology (which is a hallmark of the
schohll) world) could improve the quahly ofaxnl)- .
sis within the mtc]hgcncc community.

Finally, more attention neceds to be paid to nsti-
tutional matters in cconomic mtelligence analysis.
Within the national security sphere, the dogma has
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with (dpal)lhllu not intentions, because mtentions

“are essendally undiscoverable. Whatever the utility

of that dogma for national c.(:curily questions, it has
little meaning for cconomic matters. In monctary,
trade and resource matters policy oflicials need to
know the intentions of their counterparts in other
governments. By learning as much about other gov-
ernments as the informed ;ouumlm knows about
the U.S. govermment, analysts can improve the un-
derstanding of policy -oflicials of the views and
predispositions of particular agencies and even in-
dividuals within foreign governments. It is not
enoupgh for a policy official engaged in active
negotiations to be told what “Paris thinks" or what
the Saudi Arabian position is ona particular issue.
Those governments arc as complex as our own, and
it is the job of analysis to break open that com-
plexity for the benelit of our own policy oflicials and
negotiators.

3

Approved For Release 2003/12/10 : CIA RDP82- 00357R000900040002 1

a

CMHRDPS 20036 PR0V0900040002-1

l]us paper has not been concerned with eco-
nomic intelligence collection. Rather the attention
has been focused on the analytical product. Al-
though a number of options for organizational
‘change were discussed, none appears frima Jacie
preferable to the present organization. Indeed, any
change which involved elimination of the CIA's
function would run a major risk of dissipating a
valuable resource without guaranteecing the devel-
opment of resources of competing quality.

The road o improved analysis rather lies in
closer tics to the consumer of cconomic intclli-
gencee, o greater competition and interchange be-
tween analytical staffs, and in an adaptation of the
nature of the working methods and of the product
of the intelligence community to the speaal nature
of cconomic issues.

309

pep——

e byt

ARG S o arp, v 4

-

R




Appendix 2
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THE VALUE OF DOLLAR COSTING OF SOVIET MILITARY ACTIVITIES

STAT | | ' |
July, 1977 -

To assess the utility of dollar costing of Soviet
defense, it is useful to distinguish between the roles of
dollar costing as means and as end, As means, dollar values
are compiled as a preliminary to estimates of the given
magnitudes in rubles; as ends, dollar values arc intended
as a final computational product for analysis and policy
guidance.

Dollar Values as Stepping Stone to Ruble Aggregates

[ 4

In the CIA estimating procedure, if direct ruble data
for any particular Soviet defense clement are available,
then ruble values are not determined via manipulation of
dollar costs. Translation from dollars is resorted to--
for procurement and O0&M--when ruble prices and values are
unavailable or can be ecstimated only within an unacceptably
large error margin. Unless or until intclligence on ruble
prices and values improves significantly, there is no
avoiding the necessity of dollar to ruble translation for
particular defense components in order to compile values
of total Soviet defense in rubles, By common consent, such
totals are regarded as useful data for analysis and policy
guidance.

Ruble values of some aggregates may be estimated by
other procedures focusing on published Soviet financial and
production statistics and directed at the value of total
Soviet defense (budgetary analysis) or procurement of
military hardware (machinery production analysis). Estimates
of these magnitudes in the+~past have been hampered by diffi-
cult data problems. Since the alternative procedures cannot
yield disaggrecgated estimates that show the structure of
Soviet expenditure by mission, organization or even cost
element, it will be necessary to continue the direct
costing approach for ruble values. However, in principle,
the alternative procedures can provide valuable cross checks
(particularly, the machinery production analysis with respect
to procurement). The Panel has "in the past urged OSR to
maintain a greater level of effort in this area and takes
this opportunity to repeat and underscore that recommendation.
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Dollar Values as Independent Aggrcgates

It is generally understood that rublc values of Soviet
defense are used to mcasure the size and rate of change of
Soviet spending. Related to rublec values of aggregate
output such as GNP or net material product (the Marxist
~counterpart), rublc-value defense yields an indication of &l
_the size of the "burden" of Soviet defense. However, dollar
values of Soviet defense are less well understood and have
generated considerable controversy. The primary purpose
of a dollar measurement is to provide a means of U,S.-USSR
comparison at a particular date and over time. However,
the dollar values of Soviet defense have aroused uncasinecss
because the question they respond to--"what would it cost
the United States to reproduce the Soviet defense effort?'--
seems to many to be artificial or irrelevant to the measure-
ment objective.r Questions about the methodology of dollar
costing must be distinguished from the more fundamental and
logically prior issue of the utility of financial or value,
as contrasted with physical-unit, comparisons of Soviet and
American defense activities, The latter issue is taken up
first.

Whatever type of comparison is employed, ultimate interest
is in the relative effectiveness of the two national forces,
the core of what has come to be known as net assessment.
Direct comparisons of military cffcctiveness are complex,
requiring the use of a varicty of conflict scenarios and
the cvaluation of such intangible factors as morale.

Such comparisons are difficult to make in principle and are
additionally hampered by inadcquate data. Can money-unit
comparisons do better? Under the rigid conditions of an
optimizing mathematical model, effectivencss might be

judged in terms of valucs of military security purchased.

In such a model, decisionmakers may be pictured as making
choices between alternative bundles of goods and services
such that military seccurity varies directly with expenditure.
But the model assumptions about decisionmaking behavior,

the nature of markets and prices, and thc calculability of
military security benefits associated with particular defense
goods and services arc abstractions far removed from the

real world. Additional problems are posed by elements of
arbitrariness in the Soviet price system and the related
doubts about the role of prices in Soviet defense decision-
making. This does not mean that there is no connection
between military security and expenditure in either country,
but the connections are surely not close enough to make
expenditure a reliable proxy index of military security.

-2-
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It scems impossible to calculate military expenditure
so that it accurately reflects military outputs (seccurity),
but it is possible to derive value measurcs of military
inputs--i.e., the flow of military goods and services
(men, materials, equipment, etc.) into the military sector,
whose task it is to combine these goods and services in
forms that yield military utilitics. The sole requirement
~is that the prices used to weight the physical units of
goods and services reflect real costs. Assuming that U.S.
dollar prices satisfy that condition, a dollar valuation
of the annual Soviet military effort may be juxtaposed to
the comparable U.S, figure to provide a measurec of the
eomparative size of the annual flow of inputs into the
military sector. Clearly, this is not a mcasure of compara-
tive additions to overall military effectiveness, but it is
a uscful--if limited--measure on its own.

The Index Numbe® Problem and the Need for Ruble Price Comparisons

The dollar-cost measure just described is one of two
measures of comparative input flow that may be obtaincd; the
other is a counterpart valuation of physical inputs of both
countriecs at ruble prices. The two measures will inevitably
yield different results, since relative prices, the weights
of the measures, differ between the two countries. Ignor-
ing the issue of the correspondence of ruble prices to real
costs (since various adjustments could bec made to the raw
data to establish closer correspondence) and the empirical
problems of valuing U.S. activities in rubles, it must be
recognized that the two mecasurcs have equal validity and
legitimacy, They also constitute equally distorted prisms
for the comparison, since each sct of prices reflects the
particular cost relationships of the given country, which are
alien to the other, If actually applied in the other country,
cost relationships of the given country would surely alter
decisionmakers' choices on combinations of military goods
and services. Nevertheless, thesc are the only measures
of comparative size of the annual flow that we can obtain,

Because the two mecasures are in principle equally
legitimate and distorted, both are necessary. Each applies
a particular country's yardstick--its relative prices--to the
physical volumes of goods and services observed. Since the
two measures inevitably diverge, it is possible that they
will show contradictory directions of difference in compara-
tive size. Only if both mecasures show the same direction
of difference is there an unambiguous indication of which
annual flow is the larger.

-3-
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What to Publish and llow

In recent years, increasing attention has been focused
on CIA estimates of Soviet defense., Unfortunately, the
cstimates have often been misunderstood and, as a consequence,
misused. Part of the difficulty has becn caused by lack
~of comprehension of the estimating process itself. In
addition, there has been confusion over the mcaning and uses
of ruble and dollar valuations of Soviet défense, It
‘appears to have been particularly difficult for users to
resist the temptation to think of the dollar figures as
estimates of Soviet "spending" or of the size of the Soviet
"effort', whereas such categorics can only be approached
in ruble tecrms., :

In view of thesc problems, the Pancl offers the following .-
suggested guidelines for publication:

1. Absolutc dollar values of Soviect defense should not
be released in CIA publications at any level of classification.®
With respect to comparative standings at a particular date,
all the necessary and useful information can be conveyed
in the form of U.S.-USSR ratios. If rublec comparisons
of the two sides were available, interest would surely
attach to the ratios rather than to the absolute size of
U.S. defense in rubles. The utility of dollar values of
Soviet defense in a time series is cven less apparent.
Relative military cfficiency is only indirectly rclated to
comparative expenditure, but the relation is weakest at
a particular date and makes more sensce over a long interval.
Thus, analytical value attaches to the index numbers and
not to the absolute values of a time series., Enterprising
readers may be able to calculate the absolute Soviet dollar
figures from known U,S. figures, but since CIA uses FYDP
obligational authority data, this exercisc would not be
easily accomplished and would discourage the ordinary user.
Less scrupulous or knowledgeablc users may derive absolute
values in other ways. This should not be a major source
of concern: it is obviously impossible to guarantee against
any misuse of data or even analysis, and the Agency's
explicit caveats will be plainly marked to help keep the
record clear.

"
*Some panel members do not believe it feasible or politic
for CIA to stop publishing absolute dollar figures at this

time. This matter will be discussed more fully at the August
Panel meeting.
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2. CIA should continue to work on ruble values of
U.S. defense in order to publish ruble-based U.S,-USSR
ratios and indexes of change simultaneously with the
dollar-based magnitudes discussed just above. Ruble-based
measures are a necessary adjunct to the dollar-bascd com-
parisons in principle. In addition, the simultaneous
publication of ruble-based and dollar-based ratios and indexes
will help the user understand some of the basic theoretical
issues and avoid misuse of the cstimates. '

3. Comparisons of relative sizc of tlie components
of the US and Soviet defense activities provide useful
insights for threcat perception, and should be made in both
rubles and dollars, Such component sizing measures, however,
arc not relevant to questions concerning the relative
priorities, motivations, or structure of defense expendi -
tures in the country whosc currency is not being used in
a given calculation. What proportion of its defense
resources the USSR allocates to strategic offcense or
defense cannot be understood in dollars, just as a Kremlin
study of how DoD distributes its defense budget relative
to the USSR would be foolish to insist on ruble valuation,
even apart from the deficiences of the Soviet price system.

4. Over and above the ratios, indexes, and structural
measures, intended to provide a basis for U.S.-USSR comparisons,
there will be a continued need for measures of the level
and trend of the Soviet defensc burden. These should con-
tinue to be calculated in rubles,

5. To the extent possible, all the measures discussed
under 1-4 should be published betwecen the same covers.
The juxtaposition of particular mecasurcs with particular

analytical questions should improve understanding of the
function and meaning of the various measurcs,

-5-
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